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Presentation 
 

Moderator: Now it is time to start the Second Quarter Financial Briefing for the fiscal year ending March 2020. 
I would like to introduce Mr. Hiroyuki Nemoto, President and Mr. Michiaki Yonezaki, Department Manager, 
Public Relations & IR Office. 

An hour briefing is scheduled. Please fill out the questionnaire later.  

Nemoto: I am Nemoto, CRESCO LTD. Thank you for coming in this evening. I would like to talk for about 20 
minutes and then we will proceed to the question-and-answer session. Please look at the materials including 
the slides which are distributed. 

 

First, even though there is some uncertainty depending on the industry, I feel that IT investment is still very 
active. Based on the keywords "Digital Innovation" and "DX," I feel that investment is continuing based on the 
recognition that IT investment is necessary for companies to revitalize their businesses. 

Regarding the second quarter, the double-digit growth in net sales has resulted in higher sales and profits as 
described here. It shows that sales were 19.2 billion yen, 112.8% increase compared to the same quarter of 
the previous year. In addition, we are seeing double-digit growth in profits and operating income; therefore I 
believe that this is a good outcome for the first half of the fiscal year. 

Last year, there was a quality problem occurring in the first quarter and it was delayed. Since there is no major 
unprofitable project in this fiscal year, which I will discuss later, it is said that profitability is improving. In terms 
of profit margins, operating income is 8.2% to 9.0%, which means that operating income has been rising 
accordingly. 

On the other hand, there is a shortage of development personnel. Even though demand is still high, we are 
still unable to deal with many problems because of a shortage of people or because of the inability to establish 
a system. However, the current situation is that we are gradually solving this problem by the near-shore and 
offshore development. 
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We feel that the amount of orders received and order backlog were steadily increasing year-on-year, at 
112.6% compared with the same period of the previous fiscal year. 

 

This is an analysis for each segment. Software development revenues rose 13.1% year-on-year. In terms of 
profits, since we strengthened project quality control and had no major losses, segment profit was up 22%. 
We conducted M&A between a company called ARS Corporation Ltd. and a company called e-techno.Co.,Ltd. 
Although they are not a large company, the effect of consolidation has been slightly positive. 

By segment, we see a slight increase in the financial services sector, which is on a recovery trend. It is already 
a bottom out. 
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In terms of public services such as human resources, travel, and transportation, IT investment is increasing. 
However, as I mentioned earlier, the system is not sufficiently organized. We have received many requests 
from customers for better organized system. 

In distribution and other sectors, the number of large projects at subsidiaries and other sectors has also been 
increasing. The sales increased 130% year-on-year. 

 

It is about the embedded software development. There have been ongoing requests from major customers 
to increase the number of personnel and revisions to the basic contract.  The near shore development in 
suburban cities has become possible, which in a past a great deal of action had been done primarily in Tokyo. 
This resulted in that the net sales and segment profits grow. 

There was a slight increase in telecommunications-related projects. However, we do not expect that this work 
will grow significantly in the future, we will continue to do so. 

The car electronics market has been growing by 20%, but it is slightly uncertain. I feel that customer 
investment will decline somewhat or remain flat soon. Looking at the year-on-year rate of increase, it has 
been steadily increasing by approximately 20% in the Fiscal Year 2018 and Fiscal Year 2019, but I feel that this 
is not the momentum. 

As for home information appliances, sales of digital consumer electronics have been favorable, reaching 
106.1% increase, and the figure is as high as 1.7 billion yen. 
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As for the outlook for the current Fiscal Year 2019, we expect investment to continue in the areas of aggressive 
IT investment and IT management. However, as I mentioned earlier, it appears that there is some uncertainty 
in the manufacturing and automotive sectors, so we must constantly look at the situation. 

In particular, the work of the fourth quarter involves the start-up of work that will lead into the next fiscal 
year, but I am now seeing the need to further solidify the fourth quarter. For this reason, although the first 
half figures are good, we do not expect the full-year figures to change from the earnings forecasts announced 
on May 9, 2019. We think that we can do this. 

 

We will talk about a dividend. The dividend policy was changed on May 27 because we want the dividend to 
be decided in the base of the consolidated figures. Based on this we have made various calculations, then we 
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decided to increase the dividend from the interim dividend because we were able to make a considerable 
profit in the first half of the fiscal year, which was far better than we had anticipated. 

Until now, the medium-term dividend forecast has remained largely unchanged and we adjusted the figures 
and the amount at the end of the final fiscal year. However, we decided to increase the dividend by 2 yen 
each in the first half and the second half because we were able to make a good profit in the first half. 

 

I will explain a little bit of this verbally. There are 11 issues that we have identified as issues for our company 
and group in this fiscal year. During the first quarter fiscal briefing, I talked about this and I'll update a bit. 

First, regarding the provision of quality-based steel plates, as I mentioned earlier it is at the end of the second 
quarter, which is at the end of September, losses for the projects in the parent company and another 
subsidiary were expected. Since there was a prospect of a loss occurring in the second half after October, the 
losses of 60 million were allocated. Accordingly, the allowance for losses of 60 million was accounted for in 
the first half of the fiscal year under review. 

Thereafter, these two projects are currently operating under these assumptions. However, in a somewhat 
harsh environment, the project itself will be in a difficult situation. Compared to last year, which there were 
more than 100 million losses from the projects, it is still manageable in this year. 

Second issue is the pursuit of productivity. In pursuit of productivity, the mission-critical systems of CRESCO 
LTD. have been fully operational since October 1. The monthly settlement of accounts for October has been 
made once. This is a new change and we are still learning. However, we expect to steadily increase the 
productivity of our clerical work in the future and we will be expanding this system to our business companies 
as well. 

The third issue is the resource strategy. As I mentioned in the first quarter, we have established a local 
subsidiary in Vietnam on October 1. In terms of near shores in Hokkaido and Kyushu, the situation is that they 
are also quite active and the number of jobs has increased considerably as a result of expanding project rooms. 

The next issue is recruiting and training of personnel. As for the recruitment of new graduates, we have been 
able to hire for April of next year, 2020. However, the recruitment of mid-career employees has been 
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somewhat difficult. Because of the current shortage of personnel, it is not easy to hire staffs. Since the number 
of recruiting targets has not been achieved or has not yet been achieved, we are talking about spending a 
little more money on mid-career recruitment. As you know, it is probably true that GAFA and other consulting 
companies are trying to fight for recruiting people. 

 

The fifth issue is the research and development of new technologies. It is the AI that we are now putting all 
our efforts into. Regarding AI, we are making an appeal to the public by presenting papers at academic 
conferences, giving lectures at academic conferences, and posting interview articles as publicity. We have 
received a variety of business inquiries; however, in terms of monetary value, we have not achieved large 
figures yet. 

We are convinced that AI will become more widespread in the future. We have been doing the evangelism 
activities such as announcing to the public about our AI activities including to train the staff.  

Regarding the sixth issue, strengthening of Group collaboration, as I mentioned at the previous first quarter 
briefing, the integration of ARS Corporation Ltd. and e-techno.Co.,Ltd was completed on October 1. 

The seventh issue is strengthening our sales system and relationships with our customers. There is no further 
comment on this today. 

Regarding the establishment of new businesses, we are now working to increase sales of solutions, not just 
development work within the Company. There is something to say about whether this is new. In the second 
quarter, we announced two services. 

First is the Creage Account Plus, which is the cloud for AWS and Amazon. We have been handling this since 
2012 and we now have more than 100 engineers. We have announced the new services which making Creage 
Account Plus as a serviced menu for a variety of customers making contracts with Amazon.  

The next one is a security diagnosis services. I think other companies in the same industry are also doing this, 
making a diagnosis of the net to ensure the safety of the net. We have developed a net security diagnose 
service and announced it. For this service, we use the external services. 
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The ninth is the promotion of corporate governance. I have nothing to update today. 

The tenth issue is the promotion of health management and work style reforms. Recently, there is a guidance 
to clearly declare the Company's efforts for employee’s health management from the Ministry of Economy, 
Trade and Industry. We announced our overview on the website at the end of September. We have published 
two A4 papers, which include various work style reforms, talks about overtime work and the use of paid work, 
medical checkups, and various other initiatives. 

As our General Affairs Department says that there is a certified level for the guideline, I would like to add more 
to reach that point. I don't know how far this can be done; however, this is the current trend in the world and 
we have made this Health Management Declaration in September. 

Regarding our effort toward diversity, I would like to introduce our activity called platinum Kulumin which our 
company got certified. This diversity initiative has originally started in September. The Ministry of Health, 
Labour and Welfare certify the organizations which are working hard on giving a high degree of support for 
raising children employees not only giving women a childcare leave but also giving men a childcare leave as 
platinum Kulumin. The standard which the Ministry of Health, Labour and Welfare certifies the organizations 
as Kulumin is based on the percentage of employees’ acquiring childcare leave and so on.  

That is all from me. We will proceed to go to a question and answer session. 

Moderator: Thank you for the briefing. 
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Question & Answer 

 

Moderator: Now we proceed to a question and answer session. Please don't hesitate to ask us any questions. 
Please raise your hand, I will bring a microphone.  

Participant: I have two questions. The first one is about car electronics. In the first half of the fiscal year, it 
increased 22% remarkably. Currently, car electronics consists of ADAS and conventional car electronics. The 
ADAS has grown and the number of conventional car electronics is now decreasing due to the number of cars 
is decreasing slightly. In your company, what is the percentage of ADAS? Is it big? 

Nemoto: ADAS is autonomous driving. ADAS includes the autonomous driving, this is not all it includes though. 
I think Adas is about 10% to 20% of the total amount of car electronics. 

Participant: President said car electronics will probably remain flat. The reason is why I mentioned earlier, 
isn’t it? 

Nemoto: Yes, it is. 

Participant: Is it because the number of cars is decreasing? 

Second question about DX. This is not a short-term story, but a little longer-term. I don't know how it is 
progressing even if there is a digital transformation. For your company, will it become a big service business 
in the future? 

Nemoto: In the service business, as I mentioned earlier, the service business will be the one that develops 
AWS. However, we believe that our mainstay in DX will also be commissioned development. 

Participant: I don't really know about it. When it comes to Amazon online, the mainstream is packaged 
software. There seems no need to develop. What do you think about it? 

Nemoto: Amazon or Google is really a platform. After all, what customers want to do must be on that platform. 
Since customers have defined a different development method, such as agile, in many ways, as DX we will 
provide Amazon platforms for our businesses, for example. That's also a business. Monthly money comes in. 
Operational monitoring and such services are carried out within the Creage account plus. It is also a business 
to build applications on commissioned services together with customers. It is also a business to maintain and 
expand these applications. That's why DX has a variety of business formats. 

Participant: Considering it a little, it becomes a stock business as well, doesn’t it? 

Nemoto: Yes, it does. 

Participant: It sounds like you're developing with options on top of your stock business. 

Nemoto: Yes. Since development occurs to a certain extent, it doesn’t mean there is no development because 
it was done using Amazon, Google, or Salesforce. It is small though. For example, there are many projects that 
can be developed by 10 or 20 people, even though they may not be as large as a truly bank backbone system. 

Participant: There are a little fewer books, compared to banks, aren’t there? 

Nemoto: Yes. That's right. 
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Participant: Thank you. 

Moderator: Thanks for your question. Let's move on to the next question. Please raise your hand. Please do 
not hesitate. 

Participant: I apologize for the simple questions. It would be helpful if you could tell me the factors that have 
deviated more than planned in the first half? 

In addition, I think that there was a valuation loss on derivatives at the time of the first quarter, which put 
downward pressure on profits from the operating stage. This time, I feel that the loss has become invisible. I 
would like to know whether the gains and losses on derivatives have improved or whether they have absorbed 
a considerable upside since the operating stage. 

Nemoto: Okay. I believe that the biggest factor behind the favorable performance in the first half of the fiscal 
year had the increase in the top line. This means 12%. 

Even for the parent company and its subsidiary companies, there was a sense that a large project was like a 
special demand and I think that this was a factor behind the growth in profits. That's why we were able to 
take on new challenges in the absence of people as orders were quite favorable. That is the answer to the 
first question. 

Second, I would like to talk about gains and losses on derivatives. The answer is that there are two types of 
gains and losses on derivatives, which have been on an improving trend, but have not been completely 
improved. The definite thing is now on the lower side of net income. As a result, we are now able to see more 
than ordinary profit. The answer; therefore, is that the stock price is rising, so the whole is improving. However, 
if we were to say that we have made a complete improvement, the current net income is still 105 compared 
to the same period of the previous year, so the answer is that it has not yet fully recovered. Is it clear for you? 

Participant: I understand it very clearly. 

Moderator: Do you have any other questions? 

Participant: I would like to ask you a little bit about the development personnel. You said that from the 
beginning, there has been a shortage of development personnel. You are trying to recruit new graduates and 
mid-career personnel as well as offshore and nearshore recruitment. For example, the number of employees 
currently stands at 2,000. Roughly speaking, how many development personnel do you have? Can you disclose 
the number? 

Nemoto: Approximately 90% are engineers and development personnel. 

Participant: 90%? 

Nemoto: Yes, it is. 

Participant: Okay. Then, from a different viewpoint, in your company, there are two broad divisions between 
software and embedded. Which staff shortage is noticeable? 

Nemoto: Until last year, it was incorporated. As I mentioned earlier, the situation in the manufacturing 
industry has become a little more difficult. Now, as there is a question about software earlier, in the area of 
new technologies such as DX projects, there is a shortage of such members even though we are continuing to 
cultivate such engineers through technological change. 

Participant: Thank you. 
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One more thing. From a slightly different point of view, it means that there will be a considerable shortage of 
software in the new technologies. Because 90% of the development staff are from this sales scale, can you 
deviate significantly from this sales scale even if the ratio of development staff is roughly the same as the sales 
scale? Do you deviate? 

For example, sales of this software are 13.9 billion yen. The embedded one is 3.5 billion yen. Roughly in 
proportion. That's about four to one. 

Nemoto: It is correct roughly in proportion. Of course, it also includes service sales that are not involved with 
people, so although there are some that are not involved with people, it is generally acceptable for people to 
see it as being proportional to sales. 

Participant: Apologies for asking again. About the DX, the new technology, it is related to most industries. I 
understand that the development of this software is divided into finance, public services, distribution, and 
others in your company. Does it mean that there are not enough of personnel in each field? 

Nemoto: Yes, not enough. 

Participant: Thank you. 

Nemoto: We are focusing on cloud and Amazon. You will in other words, stop owning and use your computers 
yourself. You will use a computer power in a cloud, which trend has been increasing for about three years. 
Therefore, the job at all is still about to be done in all industries. After all, considering the issue of costs, it is 
probably better to include customers. Therefore, the number of such jobs is increasing with tremendous 
momentum. 

Participant: Thank you. 

Moderator: Thanks for your inquiry. What is your other question? Are you okay? 

Since there seem to be no more questions, I would like to conclude the financial briefing. Thank you very 
much for your detailed briefing. 

Nemoto: Thank you. 

Moderator: Please fill out the questionnaire. 

[END] 

______________ 

Document Notes 

1. Portions of the document where the audio is unclear are marked as follows: [Inaudible]. 
2. This document has been translated by SCRIPTS Asia. 
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Disclaimer 

SCRIPTS Asia reserves the right to edit or modify, at its sole discretion and at any time, the contents of this 
document and any related materials, and in such case SCRIPTS Asia shall have no obligation to provide 
notification of such edits or modifications to any party. This event transcript is based on sources SCRIPTS Asia 
believes to be reliable, but the accuracy of this transcript is not guaranteed by us and this transcript does not 
purport to be a complete or error-free statement or summary of the available data. Accordingly, SCRIPTS Asia 
does not warrant, endorse or guarantee the completeness, accuracy, integrity, or timeliness of the 
information contained in this event transcript. This event transcript is published solely for information 
purposes and is not to be construed as financial or other advice or as an offer to sell or the solicitation of an 
offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. 

In the public meetings and conference calls upon which SCRIPTS Asia’s event transcripts are based, companies 
may make projections or other forward-looking statements regarding a variety of matters. Such forward-
looking statements are based upon current expectations and involve risks and uncertainties. Actual results 
may differ materially from those stated in any forward-looking statement based on a number of important 
factors and risks, which are more specifically identified in the applicable company’s most recent public 
securities filings. Although the companies may indicate and believe that the assumptions underlying the 
forward-looking statements are accurate and reasonable, any of the assumptions could prove inaccurate or 
incorrect and, therefore, there can be no assurance that the anticipated outcome described in any forward-
looking statements will be realized. 

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE APPLICABLE 
PUBLIC MEETING OR CONFERENCE CALL. ALTHOUGH SCRIPTS ASIA ENDEAVORS TO PROVIDE ACCURATE 
TRANSCRIPTIONS, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN THE 
TRANSCRIPTIONS. IN NO WAY DOES SCRIPTS ASIA OR THE APPLICABLE COMPANY ASSUME ANY 
RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BY ANY PARTY BASED UPON ANY EVENT 
TRANSCRIPT OR OTHER CONTENT PROVIDED BY SCRIPTS ASIA. USERS ARE ADVISED TO REVIEW THE 
APPLICABLE COMPANY'S PUBLIC SECURITIES FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER 
DECISIONS. THIS EVENT TRANSCRIPT IS PROVIDED ON AN "AS IS" BASIS. SCRIPTS ASIA DISCLAIMS ANY AND 
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF 
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE 
ERRORS OR DEFECTS, AND ACCURACY, COMPLETENESS, AND NON-INFRINGEMENT. 

None of SCRIPTS Asia’s content (including event transcript content) or any part thereof may be modified, 
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the 
prior written permission of SCRIPTS Asia. SCRIPTS Asia’s content may not be used for any unlawful or 
unauthorized purposes. 

The content of this document may be edited or revised by SCRIPTS Asia at any time without notice. 

Copyright © 2018 SCRIPTS Asia Inc. (“SCRIPTS Asia”), except where explicitly indicated otherwise. All rights 
reserved.  


